Revised Tentative SEBAC Agreement Summary (J uly22nd, 2011) - Working Document 



P I ease note the fol I owi ngappliestothe content presented i n the tabl e that f ol I ows: 

[1] Pending questions in certain areas remain for which additional 

information/ clarification/data has been requested. Or for which specific actuarial 

assumptions are unavailable. 

[2] Savings for some provisions may be less based on the actual date of ratification. 

[3] For provisions where data/ information was unavailable, assumptions were made 
to access the achi evabi I i ty of the savi ngs. 

[4] Savings are not necessarily cumulative. 



Agreement Provisions & Reported Savings 


Discussion & Analysis 




FY 12 


FY 13 


20-Year 
Projection 


Notes 


Notes Re: Savings Achievability [2] 


Pension Changes 


(in OOO s) 






Provision 1 Cap salary that can be considered as 
part of an individual's pension benefit as provided 
under the Internal RevenueCode 


$ 2,400 


$ 2,500 


$ 62,000 


Under the Internal RevenueCode, the current federal ceiling on 
pensionablesalary($245,000 in 2011) applies to the base salaries of 
pension plan members. Salary earned in excess of this amount may not 
be used in determining member contributions and benefits. 


Achievable. The Statecurrentlv does not place a ceilinqon pensionable sal arv. 
Therefore, adopting the federal cap would generate the estimated pension 
savings in SERS. 


Provision 17 Related Savings: Pension savings 
due to 2 year wage freeze 


$ 69,316 


$ 71198 


$ 140,000 


Savi ngs estimated for bienniumonly. 


PartiallvAchievable. Current actuarial assumptions providefor 4%annual wage 
growth. In addition, the state's annual required contribution (ARC) is calculated 
as a percentage of projected annual payroll. Byreducingthisbaseannual payroll 
by 4% in FY 12 and assuming no increase in FY B and applying the ARC 
percentage, the esti mated savi ngs are parti al 1 y achi eved. 


Provision 2: Change the mini mum COLA for 
i ndi vi dual s who reti re after 10/2/11 from 2 . 5% to 
2.0% with the highest amount going from 6.0% to 
7.5% 


$ 32,525 


$ 34,315 


$ 1342,000 


Annual adjustments each J ulylst. For employees retiring after 6/30/99, 
the annual adj ustment wi 1 1 be 60% of the i ncrease i n CPI up to 6% and 
75%of theincreasein CPI over 6%. Thisadjustmentwill benolessthan 
2.5% and no greater than 6%. Current SERS actuarial COLA 
assumptions: PreJ uly 1 1980 Retirees =3.6%; 3980 - 1997 Retirees = 
3%; PostJ uly 1, 1997 Retirees =2.7%. As actuarial assumptions are 
currently set above this new minimum, it is unclear how savi ngs will be 
achieved. 


Achievable. As of the 2010 SERS valuation, the state paid $126 billion in annual 
retiree benefits. A 0.5% reduction in COLA would equate to $6.3 million in 
savings annually. Additional savings would accrue as future COLA increases 
would be based on a lower base pension benefit. 1 n addition, this change in 
actuarial assumptions would result in a lower annual required contribution 
(ARC). 


Provision 3: Change theEarly retirement reduction 
factor from 3% to 6% for each year before el i gi bl e to 
take Normal Reti rement with associated health care 
savings 


$ 35,000 


$ 32,400 


$ 662,000 


Reflects ARC reduction, however 3/4 is attributable to health savings 
which assumes individuals reti ring closer to age 65. Pension savings is 
$8,917,000 in FY 12 and $8,479,000 in FY 13. Retiree health savings is 
$26,083,000 in FY 12 and $23,921000 in FY 13. 


Pension Portion- Achievable. Increasing the penalty for earlv retirement should 
result in an actuarial gain to the SERS reti rement fund and in turn, a reduction 
in the annual required contribution (ARC). 

Health Portion- Uncertain. Savings to reti ree health are probable assuminq 
more i nd i vi dual s wi 1 1 1 i kel y reti re cl oser to age 65 when the cost to the state to 
provide health care is less as individuals are Medicare eligible. However it is 
unclear how the full estimated savings are achieved. 


Provision 4: Increase the Employee Contribution to 
3% for Retiree health care trust fund for all 
employees (not just new employees) phased in 
beginning 7/1/33. 


$ 


$ 


$ 871000 


Specif i cassumptionsarenotcurrently avai 1 abl e to assess the val i di ty 
behind the 20 year projected savings. The amount of the savings would 
depend on the number of current employees and new employees 
anticipated, who are not currently contributing, theduration for which 
they would be contributing, and their wages. In FY U, employee 
contributions for retiree health was approximately $22 million. The 
agreement does not specify when the state will begin using the funds to 
pay current reti ree health expenses. It is assumed, as those individuals 
who contri buted reti re the state will use employee contributions to offset 
retiree health expenditures for those employees. 

Although state will make matching annual contributions between 2017- 
2022, these costs are not reflected. 


Achievable. Underlyinq assumptions for reported savi nqs are unknown, 
however, by applying reasonable assumptions, savi ngs to retiree health are 
achievable. Theextent of the savings would depend on various factors outlined 
in the notes and when the state would begin using employee contri buttons to pay 
retiree health expenditures. Any savi ngs would be offset by the state's costs to 
theOPEB fund from 2017 through 2022. 
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Agreement Provisions & Reported Savings 


Discussion & Analysis 




FY 12 


FY 13 


20-Year 
Projection 


Notes 


Notes Re: Savings Achievability [2] 


Provision 5: For current employees who retire after 
7/]/ 2022, Normal Retirement eligibility increase 
from Age 60 and 25 YOS or Age 62 and 10 YOS to 
Anp 63 and 25 YOS nr Anp 65 and 10 YOS Rv 7/1/13 
present empl oyees may el ect to pay theactuarial 
pension costs of mai ntai ni ng the normal reti rement 
eligibility that exists in the present plan which is 
scheduled to changeeffectivej ulyl 2022. 


$ 22,000 


$ 22,000 


$ 677,000 




Achievable. Estimated savings for this provision would primarily result from the 
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(ARC), as it would be anticipated moreemployees would delay retirement 
(meaning less years of retirement benefits to be paid and additional years of 
empl oyee contri buti ons hel pi ng to offset state costs) . Additional savi ngs may be 
attri buted to healthcare? 


Provision 6:NewTier II 1 for individuals hired after 
7/1/U, Normal Retirement el igibility Age 63 and 25 

vn 1 ! nr Anp 65 and IP. YO^ and ^alarv haopd nn Final 

five year average; HD 20 Years of H D servi ce and age 
50 or 25 Years of H □ Service regardless of age and 
salary based on final five year average pay; Early 
Reti rement Age 60 and ]5Y0S; Ten year cliff vesting. 


$ 


$ 9,649 


$ 2,982,000 


Qhnrt - term caa\/i nnc in FY T 3 aro i inr~l tsar ac H i ffp^pnnpc i n ct*aat"p /-nctc 
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between Tier 1 IA and new Tier 1 II have not been provided. Short-term 
savings will also depend on the number of new hi res during the 
biennium, which are anticipated to be low due to the hi ring freeze as 
well as leaving 1000 retirement vacancies unfilled. 


Partially Achievable. Short-term savi nos are unclear as no difference in Tier HA 
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attributable to having same normal cost as Tier MA, but no payments toward 
unfunded liability (as there are for Tier II A). Savings will also depend on the 
number of new hires in the biennium, which are anticipated to be low due to the 
hi ring freeze as well as plans to leave 1000 reti rement vacancies unfilled. 


Provision 7: Increase number of retirees due to 
absence of ERIP; reduce refills 


$ 65,000 


$ 65,000 


$ 1300,000 


PS savings - based on leaving -1000 positions unfilled @ $65,000/ yr 
avg salary. Savings will depend on theextentto which these positions 
remain unfilled and how closely actual average employee salaries at 
retirement are in comparison to assumed salary levels. 


Achievable. Based on personnel savi ngs from keeping 1000 positions at an 
average salary of $65,000 unfilled. Savings will depend on theextentto which 
these positions remain unfilled and how closely actual average employee salaries 
at retirement are in comparison to assumed salary levels. 


Provision 8: Provide the availability of individuals 
in the Alternate Retirement Plan to switch to a 
Hybrid- Defined benefity Defi ned contribution type 
plan. 


$ 10,750 


$ 11190 


$ 235,000 




Achievable, however savings in biennium would result from current ARP 
participants and new potential ARP participants choosing the hybrid plan. To 
achieve esti mated savings, more than 50% of current ARP participants would 
need to switch to the hybrid. 


Pension Total 


$ 236,991 


$ 248,252 


$ 8,271,000 


















H ealth Care Changes 
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based: $35 Emergency Room copay; Certain cost 
savings changes wherei n individualswould have to 
get preauthorization before a second M Rl would be 
paid for, etc. 


$ 1,200 


$ 3,700 


$ 75,000 


The plan (health and pharmacy) will no longer be recognized as 
grandfathered plans under federal health care reform. As such, there are 
certain services for which the plan would not be allowed to charge a co- 
pay or have annual maximums. It isunclear if the savings are adjusted 

fnr am/ fhannpc ac a rcci ilh rvf trie* nl an nn Inn ["war h*ai nn narnnni7f*H ac a 
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grandfathered plan. The savings would depend on the number of 
emergency room visits which would be subject to the copay and the 
extent to which the prior authorization provisions decreases utilization. 
Thedata on total current utilization is unavailable. 
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be subject to the copay and certain services will likelynotbeauthorized. If it is 
assumed 50% of the savi ngs is attributable to emergency room copays, an 
estimated 17,143 visits in FY 12 and 52,857 visits in FY 13 would be subject to the 
copay. 


Provision ID i_Value based health and dental - 
Provide a Value based health and dental care plan 
under which i ndividuals and their fami lies could 
chose to parti ci pate and agree to fol 1 ow al 1 pi an and 
physician recommended physicals, disease 
management protocolsand diagnostic testing. 
Failure to comply would resultintheindividual and 
their families being placed in the Nonvalue added 
plan with the concomitant cost increase. Thecostfor 
this plan would the same as the current plan plus any 
scheduled experience determined increases. Value 
Added for Retirees - Voluntary for current Retirees; 
Mandatory for individuals who retire on and after 
10/ 21 11 1 f new reti rees elect nonvalue added, cost is 
$100 per month. 


$ 102,500 


$ 102,500 


$ 2,378,000 


The savi ngs assumes 50% of those el i gi ble to parti ci pate i n the val ue 
based planwillenroll. The savi ngs may or may not be offset by 
assumptions about changes in utilization as a result of the value based 
participation requirements. Additional information was provided which 
states the savi ngs assumes a 10% reduction in claims costs for health, 
but no correspondi ng back up on how that assumption was reached has 
been provided. Further, there is some suggestion that utilization 
increase for dental services was assumed, as 2 cleanings are required a 
year by the value based plan, however specific assumptions about 
increased utilization are and associated costs are unknown. The 
increased utilization costs in dental services have not been factored into 
savi ngs esti mates. The savi ngs for the program overal 1 are stated to be 
net of any i ncreased utilization. It is uncertain what assumptions were 
made about changes i n uti 1 i zati on . 

A breakout of the components of th i s f i gure are not current! y avai 1 abl e, 
additional information would be required to assess the validity of the 
figures. 


Uncertain. If it is assumed 50% of employees and their dependents participate 
in the value based plan or 27,493 active employees and the remaining 50%do 
not participate and therefore are subject to the increased premium share for an 
entire pi an year, equal to $1200; approximately $32.9 million in savings will be 
achieved in FY 12 and FY B (32% of the total savings). It is uncertain if any 
actual savings in health claims costs can be achieved in the first few years of a 
value based model. Any savi ngs would be offset by increased utilization for 
those services required by the value based plan and notcurrentlyutilized by 
employees and the! r dependents. 
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Agreement Provisions & Reported Savings 


Discussion & Analysis 




FY 12 


FY 13 


20-Year 
Projection 


Notes 


Notes Re: Savings Achievability [2] 


Provision 11 Nonvalue based health and dental - If 
the employee chose not to parti ci pate the! r cost for 
health care would be the same as calculated in the 
first year for Value based, plus$100.00 per month 
additional. 1 nstitutea $350 Medical Deductibleper 
year per individual. 


$ 18,000 


$ 18,000 


$ 249,000 


I- 1 gu re reri ects tne savi ngs associ ated wi tn tne $ 3bu deduct! oi e on I y. 

The savi ngs appears to assume 50% of those who would be requi red to 
enroll in either the standard or the value based plan, end up paying the 
deductible. Thedeductiblehas been valued at $22.89 per member per 
month, or approximately $275 per year. 

It is unclear if the $350 deductible provision would be able to be 
i mplemented at the start of thef i seal year by the carri ers The savi ngs 
would depend on the extent to which employees choose to participate in 
the value based plan, when the $350 deductible and increased premium 
provisions are i mplemented, and which services are subject to the $350 
deductible. 


Uncertain- Savings are likelv as services not currently covered bvaco-pav would 
be subject to thedeductible. Servi ces eligible for co pays and cost sharing are 
limited by federal health care reform. If it isassumed 50%of eligible 
employees partici pate i n the val ue based plan and the deductible is assumed to 
havea per member per month value of $22.89, the state would save 
approximately $18.2 million ayear. However thisassumesthoseindividuals 
whose servi ces aresubject to thedeductible utilize servi ces up to the deductible 
maximum. 


Provision 12:_Reduce Costs with Generics - drugs 
comi ng off patent 


$ 1500 


$ 12,000 


$ 380,000 


Savi ngs would be achieved regardless of the agreement. 


1 1 is unclear what drugs were assumed in the savi ngs estimate (and not already 
account for in the budget) and thedegree of utilization and cost of those drugs to 
the employee health plan. Savingsareachievableregardlessof theSEBAC 
agreement. The SEBAC 2009 agreement requi res mandatory generic 
substitution. 


Provision 13: Tobacco and Obesity - reduce costs 
through voluntary referral Program 


$ 1,000 


$ 2,000 


$ 85,000 


These programs already exist, for which information is currently 
unavailable. The savings could be achieved without the agreement. The 
savi ngs cou 1 d be ach i eved to the extent parti ci pati on i n the programs 
result in decreased health care costs, which are more probable over the 

Inn nor form 

I Ul IUC1 LCI Ml. 

I I is unclear if the savings have been offset by any assumptions about 
how many individuals would beeligiblefor the $100 incentive payment 
in the out years. 


Unachievable. Proqrams are currently offered without an incentive payment; 
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offered to an individual only after three years of weight management of smoking 
abstinence will besufficienttoencourageadditional participation. Savings from 
decreased health care costs may present i n the long term to the extent that a 
significant percentage of the population partici pate and have improved health. 


Provision 14: Other Health Cost Containment 
1 nitiatives- the Healthcare Cost Containment 
Committee will identify additional cost savings 
through renegotiation of contracts and improved 
servicedelivery 


$ 40,000 


$ 35,000 


$ 420,000 


The H CCC does discuss/ implement provisions to reduce health care 
costs, (eg. Patient Centered Medical Homes, High-Flier ER users, etc) 


Achievable. Projected savings from updated contract terms for FY 12 and FY 13, 
for both medical and dental are $38.9 million in FY 12 and $38.6 million in FY 
13. Actual savings may be less depending on ratification. 


Provision 15: Pharmacy Copays and Mandatory 
Mail Order for Active Employees and New Retirees: 
1 ncreaseto$5, $20 and $35 for non maintenance 
drugs. Additional drugs coming off patent which will 

nn\m ho a\/ai 1 ahlei ac nonorirc M anHahnrv M ail Or/Hor - 
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maintenance drugs for active employees, future 
reti rees and current reti rees under 65 must be 
ordered through the mai 1 . Vol untary for current 
retirees over 65 (mandatory once enrolled). 


$ 19,876 


$ 20,500 


$ 698,000 


Mail order and retail pharmacy drugs have two separate price points. In 
general , mai 1 order drugs are cheaper because of sheer vol ume. 

Additional prescription plan specific information would be needed in 

n trior rn arrocc f ho fim iroc anrl nrnwirlo anal\/ci c 1 n aHrliti nn it" i c i inHoar 
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if there is any assumption as to changes in utilization as a result of the 
changes. For example, it is unclear an increase in utilization was 
assumed for maintenance drugs for individuals with chronic conditions 
as a result of decreased or waived copays. 


Uncertain. It is unclear to what extent the increased copavsfor non- 

mai nrwianrti rlri inc fnr \n/hirh ri irronf i iri 1 i~7ari nn i c in irrtinrlv i inp\rai lahl p> \A/i 1 1 
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offset the decreased copays for maintenance drugs, for which current utilization 
is also unavailable. It is unclear if the savings assumes an increase in utilization 
and compliance with prescription drug regimens for individuals with chronic 
conditions, such as diabetes, for which copays are waived. 


Provision 16: Minimum Service for Retiree Medical 
- 1 ncrease to 15 years of actual state servi ce for 
Normal, early retirement and H D retirement with 
continuation of Rule of 75 for Deferred Vested. 


$ 3,822 


$ 9,705 


$ 987,000 


This provision should result in a savings as it requires individuals to 
have 15 years of actual state servi ce i n order to be el i gi bl e for reti ree 
health. Currently, individuals with 10 years of state service are eligible 
for retiree health. 1 n addition, the Rule of 75 would still apply, wherein 
theindivi dual's age plus years of servi ce must be equal to at 1 east 75. 
H owever, state servi ce must be equal to at 1 east 15 years i n order to be 
el i gi bl e for reti ree heal th . 

"Thfi nnc tscTi mprtsc pcci impc nn P\/m"prvs 1 S wnnlnwftoc rvr mnnt'h 
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retiree with less than 15 years of state service and retiree health savings 
i ncreases by 10% per year. 1 n addition, the savi ngs appears to be 
associated with individuals who reti ree closer to age 65 when they are 
Medicareeligibleandthe cost to the state to provi de heal th care i s 1 ess. 
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3nd be eligible for reti ree health benefits is 60, as opposed to 55; which is 5 
years closer to M edi care el igi bi lity than the current pi an al lows for. The state 
saves approximately $11650 ayear, per retiree if they reti re and areMedicare 
el igi ble. 


Health Care Total 


$ 187,898 


$ 203,405 


$ 5,272,000 
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Agreement Provisions & Reported Savings 


Discussion & Analysis 




FY 12 


FY 13 


20-Year 
Projection 


Notes 


Notes Re: Savings Achievability [2] 


Other Changes and Cost Savings 












Provision 17: Hard Wage Freeze- FY 2012 and FY 
2013 

imu iLaut; a r ijjiuycc vvuuiu i cuci vc ai ly 1 1 u_i cazjc 1 1 1 

salary for either of the next two fiscal years, including 
no payment for individuals who were at their top step 
as a bonus. 


$ 138,852 


$ 309,550 


$ 6,330,000 




Achievable, however due to the anticipated two month delavin implementation, 
general wage i ncreases, annual increments and lump sum payments for 
bargaining units with existing settled contracts were provided as of J uly 1st. 
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the agreement is ratified. Assuming 4 pay periods, savings would be reduced by 
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of FY 14. It is anticipated, however, that lumpsum payments would be recouped 
in thebiennium, thus this would reduce FY 14 recoveries needed. 


Provision 18: Adjust break point in 2, Tier 2A and 
Tier 3 

Provision 19: Salary 1 ncreases - FY20B- 14, FY 
2014-15 and FY2015-16 - provideThree Percent plus 
step increases or their equivalent in those units with 
them 


$ 


$ 


$ (458,000) 




Uncertain. Thefiscal impact of an adjustment to the breakpoint cannot be 
determined as details have yet to be established. 






$ (600,000) 




Nosavingsindicated. Cost in out-years. 


Provision 20: Technology 1 nitiatives - utilizenewte $ 40,000 


$ 50,000 


$ 1000,000 




Uncertain. Thefiscal impact cannot bedetermined as information asto the 
focus of or methods use have not be establ i shed. 


Provision 21 SEBAC Budget Savings 1 nitiative - 
i mpl ement savi ngs i deas proposed by empl oyees to 
reduce costs in agencies through reduced 
procurement costs, more efficient agency operations 
and other initiatives. 


$ 90,000 


$ 90,000 


$ 1800,000 




Uncertain. Thefiscal impact cannot bedetermined as information asto the 
focus of or methods use have not be establ i shed. 


Provision 22: Longevity- No longevity payment 
would be made in October, 2011 to those units with 
capped longevity and an equivalent savings amount 
would be negotiated from those with uncapped 
longevity. Nooneduringthebienniumwill have 
those years count for that period. 1 ndividuals first 
hired on or after 7/ l/ll(military service counts) 
would never receive a longevity payment. 


$ 7,000 


$ 


$ 53,000 
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approximately $6.3 million for all appropriated funds. TheApril 2011 longevity 
payment for uncapped units (including non-union employees) was 
approximately $115 million all appropriated funds. Therefore, estimated 
savi ngs are more than achievablein FY 12. 


Other Changes and Cost Savings Total 


$ 275,852 


$ 449,550 


$ 8,125,000 
















Grand Total 


$ 700,741 $ 901,207 


$ 21,668,000 







Agreement also includes the following: 



Extension of SEBAC through 2022 

Extension of J ob Security through FY 2015, with increased flexibility on geographic 
limits for reassignment 

New Reti rement ru I es eff ecti ve 10/ 2/ 20 11 

Comparable provisions for managers 

Begi nni ng J uly 1, 20 17, the state wi 1 1 match empl oyee contri buti ons to the Reti ree 
Health CareTrust Fund 
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